
COUNCIL MEETING

JANUARY 29, 2020

The Council Meeting of the Council of the County of Kaua’i was called to order
by Council Chair Arryl Kaneshiro at the Council Chambers, 4396 Rice Street,
Suite 201, Lihu’e, Kaua’i, on Wednesday, January 29, 2020 at 8:33 a.m., after which
the following Members answered the call of the roll:

Honorable Mason K. Chock
Honorable Felicia Cowden
Honorable Luke A. Evslin
Honorable Ross Kagawa (present at 9:13 a.m.)
Honorable KipuKai Kuali’i
Honorable Arryl Kaneshiro

Excused: Honorable Arthur Brun

APPROVAL OF AGENDA.

Councilmember Chock moved for approval of the agenda, as circulated,
seconded by Councilmember Kuali’i.

Council Chair Kaneshiro: Is there anyone in the public wishing to testify
on the agenda?

There being no objections, the rules were suspended to take public testimony.

There being no one present to provide testimony, the meeting was called back
to order, and proceeded as follows:

Council Chair Kaneshiro: Seeing none, members, is there any
discussion?

The motion for approval of the agenda, as circulated, was then put, and
carried by a vote of 5:0:2 (Councilmembers Brun and Kagawa were excused).

Council Chair Kaneshiro: The motion is carried. Clerk, next item,
please.

JADE K. FOUNTAIN-TANIGAWA, County Clerk: Chair, just to clarify,
there are corrections to the agenda. Page 3 Communication C 2020-29, there is a
typographical (typo); it should be “for a partial term ending 12/31/2021,” and also on
page 10, on Executive Session, it is just the numbering. It should be numbers 2
through 5, instead of 5 through 8.

Council Chair Kaneshiro: So noted.
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MINUTES of the following meeting of the Council:

January 16, 2020 Public Hearing re: Bill No. 2766 and Bill No. 2767

Councilmember Chock moved to approve the Minutes as circulated, seconded
by Councilmember Kuali’i.

Council Chair Kaneshiro: Is there anyone in the audience wishing to
testify on the Minutes?

There being no objections, the rules were suspended to take public testimony.

There being no one present to provide testimony, the meeting was called back
to order, and proceeded as follows:

Council Chair Kaneshiro: Seeing none, is there any discussion from the
members?

The motion to approve the Minutes, as circulated, was then put, and carried
by a vote of 5:0:2 (Councilmembers Brun and Kagawa were excused).

Council Chair Kaneshiro: The motion is carried. Clerk, please read the
next item.

CONSENT CALENDAR:

C 2020-19 Communication (11/29/2019) from the Mayor, transmitting for
Council consideration and confirmation, Mayoral appointee Melvin I. Chiba to the
Planning Commission (Environmental) — Term ending 12/31/2022.

C 2020-20 Communication (12/06/2019) from the Mayor, transmitting for
Council consideration and confirmation, Mayoral appointee John Latkiewicz to the
Board of Ethics — Term ending 12/31/2022.

C 2020-21 Communication (01/13/2020) from Charles A. Foster, Deputy
County Attorney, transmitting for Council information, the Quarterly Report on
Settled Claims filed against the County of Kaua’i from October 1, 2019 through
December 31, 2019.

C 2020-22 Communication (0 1/13/2020) from the Deputy County Engineer,
transmitting for Council consideration, a Resolution Establishing School Zones With
15-Mile Per Hour (MPH) Speed Limits On Portions Of Kekaha Road And Kala Road,
Waimea District, County Of Kaua’i.
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C 2020-23 Communication (01/13/2020) from the Deputy County Engineer,
transmitting for Council consideration, a Resolution Establishing A Crosswalk On
Hokua Road At Pu’u Road, Köloa District, County Of Kaua’i.

C 2020-24 Communication (01/14/2020) from the Deputy County Engineer,
transmitting for Council consideration, a Resolution Establishing A No-Parking Zone
At The Intersection Of Mano Street And Hanalima Street, LIhu’e District, County Of
Kaua’i. V

C 2020-25 Communication (01/14/2020) from the Deputy County Engineer,
transmitting for Council consideration, a Resolution Establishing A New Maximum
Speed Limit And Repealing Existing Speed Restrictions Along Alahula Road, Waimea
District, County Of Kaua’i.

C 2020-26 Communication (0 1/14/2020) from the Deputy County Engineer,
transmitting for Council consideration, a Resolution Establishing Turn Lanes On
Hanamã’ulu Road At Kühiö Highway, Lihu’e District, County Of Kaua’i.

C 2020-27 Communication (01/15/2020) from the Director of Finance,
transmitting for Council information, the Period 1 through 3 Financial Reports —

Statements of Revenues (Estimated and Actual), Statements of Expenditures and
Encumbrances, Revenue Reports, and Detailed Budget Report for the period
July 1, 2019 through September 30, 2019, pursuant to Section 21 of Ordinance
No. B-2019-856, relating to the Operating Budget of the County of Kaua’i for
Fiscal Year 2019-2020.

C 2020-28 Communication (01/17/2020) from Councilmember Kuali’i and
Councilmember Cowden, transmitting for Council consideration, a Resolution Urging
The Hawai’i State Legislature To Provide Foreclosure Parity To Native Hawaiian
Beneficiaries Of The Hawaiian Homes Commission Act Of 1920.

C 2020-29 Communication (01/21/2020) from the Mayor, transmitting for
Council consideration and confirmation, Mayoral appointee Carolyn R. Larson
(History) to the Kaua’i Historic Preservation Review Commission for a partial term
ending 12/31/2021. This communication supersedes the transmittal dated
12/03/2019 in which an incorrect term ending date was stated.

Councilmember Kuali~i moved to receive C 2020-19, C 2020-20, C 2020-21,
C 2020-22, C 2020-23, C 2020-24, C 2020-25, C 2020-26, C 2020-27, C 2020-28,
and C 2020-29 for the record, seconded by Councilmember Chock.

Council Chair Kaneshiro: Is there anyone in the audience wishing to
testify on the Consent Calendar?

There being no objections, the rules were suspended to take public testimony.
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There being no one present to provide testimony, the meeting was called back
to order, and proceeded as follows:

Council Chair Kaneshiro: Seeing none. Is there any discussion from the
members?

The motion to receive C 2020-19, C 2020-20, C 2020-2 1, C 2020-22, C 2020-23,
C 2020-24, C 2020-25, C 2020-26, C 2020-27, C 2020-28, and C 2020-29 for the
record was then put, and carried by a vote of 5:0:2 (Councilmembers Brun and
Kagawa were excused).

Council Chair Kaneshiro: Motion carried. Next item.

COMMUNICATIONS:

C 2020-30 Communication (12/24/2019) from Council Chair Kaneshiro,
requesting the presence of the Managing Director, Director of Finance, and
representatives from N&K CPAs, Inc., to discuss the Comprehensive Annual Financial
Report (CAFR), Single Audit Reports, and Management Advisory Report for the Fiscal
Year Ended June 30, 2019: Councilmember Kuali~i moved to receive C 2020-30 for the
record, seconded by Councilmember Chock.

Council Chair Kaneshiro: With that, we will suspend the rules. There is
a presentation.

There being no objections, the rules were suspended.

BLAKE S. ISOBE, Managing Principal, CPA, CGMA: Good morning. I am
Blake Isobe, I am from N&K, CPAs, and I am the Audit Principal on the audit of the
Comprehensive Annual Financial Report (CAFR) for the County of Kaua’i. This is John
Bautista. He is the Senior Audit Manager in charge of the audit of the County. We
prepared a short presentation on a Summary ofAudit and the audit findings of the 2019
Fiscal Year (FY).

We issued three (3) separate reports as a result of the audit. The first is our audit
of the CAFR. The second is the Single Audit Report, which is audit of the federally
funded programs. Because the County receives federal funds, it is required to have this
Single Audit performed. We also issued a Management Advisory Report, which is not a
required report, but it is just other comments that might arise from the audit. With
that, we will start with the CAFR, which is the larger report that you have received.

This is the 26th year that the County received its Certificate of Achievement for
Excellence in Financial Reporting. There are certain requirements that the County
must achieve in order to receive this certificate, which appears on page 11. On page 11
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of the CAFR is the certificate for the 2018 CAFR. 2019 will be submitted and reviewed
to determine whether or not the County achieves this. One of the requirements is that
the CAFR be completed and submitted by December 31st of the FY, so we are happy to
report that it was completed and submitted on time for the 2019 and that it still needs
to be reviewed by this Government Financial Officers Association for compliance with
financial reporting. The CAFR itself is broken up into a few sections. The first is this
Introductory Section, which contains the transmittal from Management Discussion and
Analysis (MD&A) of the financial report. The next section, which is actually our part of
the report is on pages 14 through 16, which are the Independent Auditor’s Report on
the financial statements. On page 15 is where opinion is on the CAFR. We were able
to issue an unmodified opinion or a clean opinion on the financial statements. The next
section is the Government Wide Financial Statements and they start on page 30. The
Fund Financial Statements is right after that, and then the Notes to the Financial
Statements, which is a large portion of this report. There is Other Supplementary
Information that is required by Government Accounting Standards Board (GASB) that
also accompany the financial statements and then lastly in the back is your Statistical
Section, which is different; other information that provide the users with more
information about the county itself.

We will start off on the County’s Statement of Net Position. This is like the
balance sheet of the County. We have a couple things that we wanted to note. The
County’s net position, which is on the bottom of page 30. There was an overall increase
of about ten million dollars ($10,000,000) from the prior year, but we also wanted to
note that the County continues to have this deficit in unrestricted net position of about
two hundred eighty-nine million dollars ($289,000,000). A lot of this deficit is related to
the recording of the net pension liability and the Other Post-Employment Benefits
(OPEB) liability that has been put on the books, I guess, have been recorded in the past
couple years. Other notable fluctuations in the Statement of Net Position is on the first
line item, which is cash and cash equivalents. There was a decrease of about seventeen
million dollars ($17,000,000). I guess in FY 2018, the County was sitting on a lot of cash
because, one, there was the bond float, and two, the County had receive the aid from
the State in advance to assist with the floods. So, the decreasing cash was kind of
expected, as you expend the bonds for the projects and actually use the cash to perform
the aid. Another fluctuation was the due from other governments. There was an
increase of about eighteen million six hundred thousand dollars ($18,600,000). A large
increase in that is the amount due from the State for the County’s surcharge that they
were holding—that was about nine million dollars ($9,000,000) at FY end that they
needed to remit to the County. There was also an increase in the Grant CIP Fund
Receivable, which were projects waiting for reimbursement from the State. Your capitol
assets also saw an increase of about thirteen million dollars ($13,000,000), that is net
of depreciation of twenty-five million dollars ($25,000,000), so there was an actual
increase of more than thirty-eight million dollars ($38,000,000). Lastly, there was a
decrease in your unearned revenues of about ten million nine hundred thousand dollars
($10,900,000). You are earning that revenue from the use of the State grant that came
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in, so until you actually use it for its purpose, it was deferred until you started expended
for that purpose. Lastly, you will see that your net pension liability and your OPEB is
about four hundred fifty million dollars ($450,000,000). We have couple slides on this
later on that show where those two (2) liabilities have come from, so we will touch on
that a little bit later.

On the next page is your Statement of Activities, which is pretty much like your
income statement for the County. Your General Revenues had an increase of about
twelve miffion dollars ($12,000,000). Of that, about ten million six hundred thousand
dollars ($10,600,000) was the increase in your real property tax revenues. Your
program revenues saw an increase of about thirty-two million dollars ($32,000,000).
Program Revenues go across the top. Charges for services saw a small increase of about
five hundred thousand dollars ($500,000), while your operating grants and capitol
grants saw the remaining of that increase. A large portion of that increase is related to
the twelve million nine hundred thousand dollars ($12,900,000) that the County
received in F’Y 2019 for the County surcharge revenues. With that increase in revenues,
you also saw an increase in your expense of about eleven million four hundred thousand
dollars ($11,400,000). A large portion of that increase in expenses is your pension
expense, the increased by about five million two hundred thousand dollars ($5,200,000),
totally to about forty-one million dollars ($41,000,000) for FY 2019.

On your Governmental Fund Financial Statements that begin on page 33, your
General Fund saw an overall increase of about fifteen million eight hundred thousand
dollars ($15,800,000). A large portion of that is your real property taxes that get
recorded into your General Fund and then also interest earned of about three million
six hundred thousand dollars ($3,600,000). Bond Fund had a decrease of about three
million three hundred thousand dollars ($3,300,000)—primarily just use of the bond
that got floated. Moving on to the Notes to the Financial Statements. So the Notes to
the Financial Statements begin on page 48 and run to about page 112, so a large portion
of the CAFR is actually notes that provide the users with additional information and
also provide a lot more clarification on how these numbers... or what some of these
numbers are on the face of these financial statements. Two (2) significant disclosures
in your financial statements is about your pension liability and your OPEB liability.
These two (2) liabilities came around in 2016 and 2018 and it is not new liability. These
are just accounted for and just became required to be reported and recorded on within
the CAFRs financial statements in those years. In 2015, the liability for pension began
at about one hundred fifty-three million three hundred thirty-seven thousand dollars
($153,370,000), and as of June 30, 2019, it is just under three hundred million dollars
($300,000,000). The other big liability is your OPEB. That liability began at two
hundred thirty-one mfflion seven hundred thirty thousand dollars ($231,730,000) and
at June, 30, 2019, it is about two hundred sixty-two million dollars ($262,000,000). Your
OPEB liability also has planned assets that offset that liability, so the net liability
actually has decreased slightly from 2017, where it was about one hundred forty-nine
million five hundred thousand dollars ($149,500,000), it is actually about one hundred
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forty-nine million two hundred thousand dollars ($149,200,000), so there has been a
slight decrease there.

In comparison, you can also see what contributions the County has been required
to make to these two (2) plans; Pension Contributions to FY 2019 was about twenty
million one hundred thousand dollars ($20,100,000) and funding to the OPEB funding
was about sixteen million six hundred thousand dollars ($16,600,000). Another large
liability sitting on the County’s books and this relates to the landfill liability—at
June 30, 2019, that liability sits at about forty-one million six hundred thousand dollars
($41,600,000). That liability kind of directly relates to the capacity remaining of the
landfill at FY end. There was another increase in the cost and that is kind of related to
the estimate annual post-closure costs for Kekaha Phase II. That is a quick summary
of the significant items within the Financial Statements. We can either answer
questions here on the CAFR or move on.

Council Chair Kaneshiro: I would say let us go through the entire
presentation first and then Councilmembers just note which page of the spreadsheet
you had questions on, and we will come back to it after.

Mr. Isobe: Okay, moving on to the Single Audit Report or
the second report. The Single Audit Report contains a couple items that we would like
to point out. The first starts on pages 6 and 7. Pages 6 and 7 is our report on Internal
Control over financial reporting and compliance and other matters. At the top of page
7, is where we note our findings. For FY 2019, we did note one (1) material weakness
and also one (1) significant deficiency. The material weakness is item number 2019-001
and the significant deficiency is item 20 19-002. The next item we want to point out in
this is our second report in this report is one pages 9 through 11. Pages 9 through 11 is
our report on compliance on each major federal program and on internal control over
compliance. We also report on the fairness reporting of the Schedule of Expenditures of
Federal Awards (SEFA), or what is called the SEFA. On page 10 is our opinion on
compliance and here we report that in our opinion the County complied in all material
respects with the compliance requirements of the federal major programs. On page 11
is our opinion on the SEFA and at the bottom of that last paragraph is the SEFA is
fairly stated on all material respects, so it is a clean opinion there too. On pages 12
through 18 is that SEFA—so this is a detailed listing of all of your federal awards by
grant and by what they called the catalog of federal domestic assistance. Here, your
total federal expenditures was about twenty-seven million three hundred thousand
dollars ($27,300,000) worth. This is up about seven miffion eight hundred thousand
dollars ($7,800,000) from the prior year, which was about nineteen mfflion five hundred
thousand dollars ($19,500,000). There were two (2) primary grants that attributed to
this increase, one was from the EPA or through the State Department of Health (DOH)
and that expended about two million five hundred thousand dollars ($2,500,000) more
than the prior year and that was for the Kekaha Landfill Cell II. We also saw your
Department of Transportation’s grants increase by about four mfflion six hundred
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thousand dollars ($4,600,000) and that is primary due to the Transportation
Investment Generating Economic Recovery (TIGER) grant expending about three
million nine hundred thousand dollars ($3,900,000).

These are the three (3) different types of findings that can be reported within our
report. The first is the material weakness and the material weakness is the most severe
of findings and here is where you have deficiency or a combination of deficiencies in
internal control that we determined will not prevent or detect material misstatement
in the financial statements or will not prevent or detect material noncompliance on your
federal award side. A significant deficiency is a second type of finding and this is where
it is not as severe as a material weakness, but it is still worth merit of attention bringing
it to your attention. Last, is just other reportable findings. There are certain types of
noncompliance that are just required to be reported and compliance with the Single
Audit, so we have none of those. We have one (1) material weakness and one (1)
significant deficiency.

Page 21 actually gives you a summary of the full audit. It will go over the opinion
on the Financial Statements and whether or not we reported any significant deficiencies
or material weaknesses and also go over the audit of the federal awards; same thing, it
will note whether or not there were material weaknesses or significant deficiencies
identified. Also, it says which major programs or which federal grants were audited as
major programs. In FY 2019, we audited the HOME Investment Partnerships Program
(HOME), the Housing Trust Fund, Choice Voucher Program (Section 8), and the
Capitalization Grant for Clean Water State Revolving Funds. Moving on to page 22,
which is our first finding, 2019-001. This is a repeat finding from the prior year and I
think we talked about it last year as it relates to the timing of completing the bank
reconciiations. When we came in, we noted that the bank reconciliations for the month
of June were not completed until September. This is improvement from the prior year,
but still there is some delay in getting it done timely. Moving on to the second finding,
2019-002, Ensure Timely Filing of Information Returns and this is considered a
significant deficiency. During our audit, we noted that the County was late in filing
over three thousand eight hundred (3,800) informational returns to the Internal
Revenue Service (IRS). We noted that the 1095-C, the 1099-MISC, and form W-2 that
were filed late. Those were the current year findings. Management has prepared a
response that is also filed in this report and we will move on to page 40, which is our
Status of Prior Audit Findings.

Each year that we perform the audit, we also follow-up on the status of the prior
year findings. As you note here, only 2018-001, Reconcile Bank Accounts on a Timely
Basis was a repeat finding. 2018-002 was accomplished and the two (2) federal award
findings on 2018-003 and 2018-004 were both accomplished and cleared off in the
current year. That is a summary of our Single Audit Report. We will move on to the
last of the three (3) reports that we issued.
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This is our Management Advisory Report. In this Management Advisory Report
this year, we only have one (1) finding or one (1) recommendation. This is 2019-001—
Perform Timely User Reviews. During our audit, we noted that the annual review of
departmental user access to the County software systems was not reviewed timely. I
guess, reviewing user access is key general computer control ensuring that users who
have access have the right access, users that should not have certain access, do not have
that access. Doing the review annually or more frequent than annually provide the
County or any company that relies on certain type of access that that reviews happens
and people who do not need access get taken off that access. Our recommendation is
that the County ensure and strengthen procedures around making sure that this access
review is performed timely. Our follow-up, same thing as our Single Audit Report, we
do come in and look whether or not the County accomplished any of the prior
Management Advisory Comments and we are happy to say that all comments from the
prior year have been accomplished. That is the conclusion of a summary of our audit
for FY 2019 for the County and we are happy to answer any questions.

Council Chair Kaneshiro: Obviously, some of our questions might be to
the Administration also, but let us try to get our questions to the Auditors first and then
if we need, bring up the Administration. Do we have any questions? Councilmember
Cowden.

Councilmember Cowden: I probably want the Department of Finance up
at the same time, but when I am ready for my questions...

Council Chair Kaneshiro: You can ask your questions now.

Councilmember Cowden: I just wanted to just really thank the
production of the report. The last time, I was concerned that there was not good
summary information and this time it was really great with a lot of explanations
regarding the flooding, where the money is coming from. The summary at the very
beginning was very helpful, so I appreciate that a lot. I am not sure what all is really
to be asked of these consultants. My questions are a little bit deeper at the Department
of Finance.

Council Chair Kaneshiro: We can have the Department of Finance up
also.

Councilmember Cowden: If Councilmember Chock has questions first, he
can do that.

Councilmember Chock: Thank you for giving us this report annually. I
appreciate the work that you do for us and you have been doing it for some time. It is
really sort of stepping back from an overall, you folks have only been looking at this for
six (6) years, but you folks have been doing it for a while now. It seems to me every year
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that it is getting tighter and tighter and I just wanted to confirm that from your
perspective, particularly with the management audit. I see less deficiencies every year
and corrective action being taken. What is your. . . if you were to characterize it, what is
your opinion on how it is we have been progressing in each of these audit findings?

Mr. Isobe: We have been doing the County’s audit from
2011 or so. I know that first year or two (2) years that we did perform the audit, we
spent a couple hours on the stand testifying, because there was a lot of findings back
then. We took a different approach then maybe the prior auditors in the past and there
were a lot of findings that took up a lot of time; investigating, documenting, and
reporting to you. Now, when we are looking at it with just a few findings, I will say, yes,
there has been a lot of improvement in the County.

Councilmember Chock: Thank you. This might be a Finance question,
but the one that has me alarmed is the significant deficiency in filing with the IRS. I
just wanted an update. We knew this was an issue, but we also knew there were some
fines associated with that. I think we had a briefing as to where we were with that. We
thought that we might be coming into compliance in a timely manner that we would not
be incurring that. Is that something we can talk about in here and get an update on?

REIKO 1VIATSUYA1VIA, Director of Finance: Reiko Matsuyama, Finance
Director. On the IRS finding, we had N&K tax consultants file a request for an
abatement and that was done in October when we receive the notice from the IRS. We
have not received a response yet.

Councilmember Chock: Can you remind us of the fine, the initial letter
that identified a fine associated with this late filing?

Ms. Matsuyama: This is related to 2017 calendar year of filing.
The IRS has certain deadlines that are required after a calendar year ends to report
W-2s, to report 1099s, those types of things. Related to 2017, in 2018, we missed a lot
of those deadlines. For 1099s, the deadline was January 3 1st. It was a new, pushed up
deadline—it used to be March 31st. Our staff did not realize that the deadline had been
moved, so we missed that deadline. It was timely filed in accordance to the March 31st
deadline, but because the deadline had been moved, we missed that deadline. 1095s are
related to the HCA compliance; therefore, if everyone had received medical benefits
throughout the year. That was also a new report that the IRS was requiring that year
and we missed the deadline by almost a month on that one, it was due March 3 1st, it is
still due March 31st, and it was ified on April 25th or something. The big one was the
W-2s. W-2s are due... and I want to say the W-2s to the employees made it out on time,
so all of the employees at the County received their W-2s were able to file their taxes
timely. What was not done was the transmittal to the IRS of all the W-2 information.
That is due at the end of the January every year. That fell through the cracks and that
was the big one. It was not ified until October of 2018, so from January 31st to October
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was a big oversight. We did not receive the notice from the IRS until October 9, 2019,
so that is one (1) year after we had already filed it late.

Councilmember Chock: Do you know what the fine was?

Ms. Matsuyama: I do.

Councilmember Chock: Okay.

Ms. Matsuyama: The fine that the IRS has proposed to us is
almost five hundred twenty-five thousand dollars ($525,000).

Councilmember Chock: Have we heard back from them yet?

Ms. Matsuyama: Being that we had a stellar record before or
almost stellar record before, we never had penalties before, we filed for an abatement.
Whether they are going to grant it or not, I do not know. . . whether they are going to
reduce it... N&K made good points in their letter to the... we blamed the floods, we
blamed a lot of things that hopefully will...

Councilmember Chock: My last question around this was that we have
already done the internal calendar changes in order to ensure timely submission or is
it a capacity issue as it relates to the W-2s that we need to look at further?

Ms. Matsuyama: No, and I can happily say that although we had
met the January 31, 2020 deadlines already, so this is not an issue going forward.

Councilmember Chock: Thank you.

Council Chair Kaneshiro: Councilmember Cowden.

Councilmember Cowden: I have follow-ups on that. This was my issue
that I wanted to bring up first. I wanted to acknowledge that you were not yet the
Finance Director when this mistake occurred.

Ms. Matsuyama: Thank you.

Councilmember Cowden: When I look at what this report says... the
range of what the fine could be was anywhere as low as two hundred thousand dollars
($200,000) to three million four hundred thousand dollars ($2,400,000), so this five
hundred thousand dollars ($500,000)... when we heard about this last fall, it was more
than that, I believe it was one million five hundred thousand dollars ($1,500,000). Is
that incorrect?



COUNCIL MEETING 12 JANUARY 29, 2020

Ms. Matsuyama: The fine is per report...

Councilmember Cowden: That is right.

Ms. Matsuyama: The fine goes from fifty dollars ($50) for each
return not filed, up to two hundred sixty dollars ($260) for each return not filed. So they
have broken it down into tiers of what is the “not as severe” versus the W-2s were very
severe.

Councilmember Cowden: So, these get turned in late in October of 2018.
Surely someone in the Department of Finance noticed that they got turned in late and
could have anticipated a problem, yes?

Ms. Matsuyama: I will say that, obviously, we ified it as soon as
we found out they were not ified yet. It was not like we found out in August and waited
two (2) months. As soon as it had been noticed that it was an oversight, it was filed
immediately.

Councilmember Cowden: Okay. A concern that I have is that the Council
did not hear about it until you all got the 2019 October letter. For me, I have trouble
with the fact that when we know we are anticipating a mistake like this, that this was
not volunteered. It seems to me that we should have been told ahead of time and that
we could have taken proactive steps ahead of time. As I asked and it was never
answered, “Is there a percentage fine for our lateness in paying?” We have not paid yet.
If someone is late with their County taxes, there is a ten percent (10%) penalty and a
twelve percent (12%) annual interest rate. Will we be looking at anything like that?

Ms. Matsuyama: We would not have reduced the penalty if we
had paid earlier. We are still negotiating the penalty as it stands right now and we
have no idea when we are going to get a response from the IRS. I will say that when it
was filed in October 2018 and we knew that we were late, we still did not know if there
were going to be consequences. At that point, I think someone had actually contacted
the IRS and asked them, “What do we do about it,” and the response was, “You have to
wait for the letter.” The letter did not come for one year. We did not incur any interest
or anything on the fine or on the penalty between that time.

Councilmember Cowden: I want to just acknowledge that we have been
meeting quarterly on the challenge of getting the nightly books done and I appreciate
that. There has been a lot of focus on correcting that situation. I believe I understand
the answer, but the main reason we were behind on that is the Treasury Division,
correct?

Ms. Matsuyama: Yes, the material weakness that they spoke
about is bank reconciliations and that is in the Treasury Division.
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Councilmember Cowden: Do we have permanent staff in our Treasury
Division yet?

Ms. Matsuyama: We have one (1).

Councilmember Cowden: Permanent or an 89-day hire?

Ms. Matsuyama: We have one (1) 89-day hire and one (1)
permanent and we have one (1) vacancy. There are three (3) positions in the Treasury
Division.

Councilmember Cowden: Okay. We got caught up by September—are we
continuing to be caught up?

Ms. Matsuyama: Yes, we are. I will say that this finding may
seem like it was just being neglected and not being worked on at all and I just wanted
to assure you that is definitely not the case. The Treasury Division has ten (10) bank
accounts that they manage. Nine (9) of which, reconciliations can be done within an
hour, they are really fast, there is no excuse for that. The one (1) main checking account
that we have.., it used to take previous treasury staff four (4) hours daily to keep up
with this bank record. Therefore, four (4) hours every day had to be devoted to.. .and it
was being done that way. They were devoting their time to it. Obviously, we had some
turn over, things have changed. I will say that this recurring finding, I take full blame
for it. I chose accuracy over timeliness. The reconciliations that were done prior were
incorrect, because of our non-sufficient checks listing, the non-sufficient funds (NSF)
listing. There was basically a black hole and it was a number in there that we could not
rely on. We brought in a CPA, we brought in a consultant, she has cleaned up that
listing, but it took a lot of time, right? It took a lot of time. I chose the accuracy side of
it over the timeliness. I will say that not only are we current, that four (4) hours daily
that they used to take on it, is now an hour a month. She has improved these processes,
obviously, a lot. Not only are we timely, we are doing it way more efficiently. I will say
going back, they were being worked on, they were being done, but every day we found
a mistake, every day we found something that was incorrect. Whether it was forty
dollars ($40), one hundred twenty dollars ($120) NSF sewer check, but every day the
reconciliation was changing and so we had drafts. . . we always had drafts, they just were
not final drafts, because they were always changing. I do not want you folks to get the
impression that they were not being worked on, because they were being worked on
every single day.

(Councilmember Kagawa was noted as present.)

Councilmember Cowden: I appreciate that and I appreciate the regular
updates, because my concern is when we do not have good recordkeeping, it leaves us
exposed to embezzlement. A year ago after we met with this finding, we saw that in the
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past Administration, the books were done on pen and paper, correct? They had the green
sheets with pen—has that changed currently?

Ms. Matsuyama: Yes. We have changing processes all the time.
We are trying to get rid of carbon paper.. Some of these things are very archaic and with
the new cashiering system, there are reports that we can produce that IT (Information
Technology) is able to help us produce that spits out information that was once done by
hand.

Councilmember Cowden: Okay. I have a few questions for the
consultants.

Council Chair Kaneshiro: I have a follow-up from Councilmember Kuali’i.

Councilmember Kuali’i: Thank you, Reiko, for everything you just
shared. Those were my questions, too. The only other part I am curious now then is
when you say, “We are timely now,” the next audit will begin the period July 1, 2019 to
June 2020. Will we then see material weakness again or will it have improved to the
point of significant deficiency and I wonder what the auditors.. .what the range is? How
are you measuring—is there a difference, as we are getting better, will it show in the
audit or do we have to just have it completely resolved before we chose any other. Will
we see it in 2021?

Mr. Isobe: I believe if it is timely done, I think we had
some issue in the past when it was really late and not being done timely, but at this
point, without going in and seeing that it is being done timely, I would say that the
finding would be cleared. It would go away.

Councilmember Kuali’i: Thank you.

Ms. Matsuyama: That is also my hope.

Council Chair Kaneshiro: Are there further questions? Councilmember
Cowden.

Councilmember Cowden: When we are seeing some of this. . . part of it
looks like we are doing really well. If I can give a real good shout out to the investment
gains—that is nice that we have that coming in. That is nice to see. This is a new way
in this job for me of seeing gap accounting, so it is a little difficult in recognizing fully
cash flow from real gain or short staffing. I see that we had about twelve million dollars
($12,000,000) from our General Excise Tax (GET), we had good income from this
Act 12, that will not be reoccurring, that was the flood moneys. What I am seeing is
real property tax is assessment increases, it looks like that is about nine hundred
mfflion dollars ($900,000,000) in assessment increases, is that right? It says point nine




























































































































































































































